It is essential for the banks to see the quality of the local government when dealing with the human resources and banking development. This study extended the previous one by Trinugroho et al. (2015) 
INTRODUCTION
The relationship between financial development and banks' growth for many years encourage researchers to explore the study, which was done previously (Padhran 2014) . Financial development includes both financial intermediaries (banking) and financial market. It is considered as a good predictor of future economic growth (Levine 1997) . Arguably, the more developed financial system in a country; it should lead to a faster economic growth. Kendall (2012) in a cross-country study shows that banking sector is an important component of national growth. Moreover, well-developed financial system could also reduce the corruption levels through well-monitoring function of financial institution (Altunbas 2012).
On the other hand, some studies focus to investigate the determinants of financial development disparity across countries and within a country. Herger et al. (2008) , in a cross-country research, investigate the determinants of financial development by putting attention on culture, institution, and trade. One of their finding shows that the firms are typically reluctant to put their fund in the countries with poor institutional development measured by the level of property right. Trinugroho et al. (2015) , by studying Indonesia, reveal that local governance at the provincial level and the socio-economic factors have positive effect on the development of financial sector in the region. They contend that financial institutions have no incentive to operate in poor governance regions and regions that socio-economically underdeveloped. Moreover, Trinugroho and Wiwoho (2016) find that in the regions having good governance, the cost of financial intermediation, which is measured by net interest margin, is lower than in the poor governance regions.
This study extends the study by Trinugroho et al. (2015) . This study focuses on a particular factor explaining the difference in banking development in Indonesia, which is the level of human development, more specifically the level of financial literacy. To access finance, people need a capability at least minimal capability to understand the term and condition about products and services of financial institutions. Financial literacy usually indicates the capability to use financial products and services. However, as we do not have specific data on the level of financial literacy across provinces in Indonesia, we use general measure of human development. Arguably, the higher the level of human development, it eases people to understand such financial products and services, which in turn improve the financial literacy. Moreover, people that are more educated typically are not reluctant to adopt innovation particularly in the financial services. The researchers also put a contingency factor, which is the quality of local government. It could be argued that the effect of human development on financial development should be stronger in the good governed regions.
Indonesia is an appropriate laboratory to study financial development, more particularly in banking development, within a country. It is an archipelago country with higher disparity in financial development (Trinugroho et al. 2015) . Moreover, banks play dominant role in the country's economy (Hamada 2010; Trinugroho et al. 2014 ).Lastly; it has a large number of micro, small and medium enterprises (MSMEs) that need financing through the formal financial institutions, more specifically banking.
THEORETICAL FRAMEWORK AND HYPO-THESES Negative Entrenchment Effect
Financial development finds the concept of financial studies. It is defined as the development of financial sector that includes both financial intermediaries (banking) and financial market. Many factors could affect financial development spreading from the economic, social, law and political factors (see Trinugroho et al. 2015 for comprehensive review). However, the focus of this research is not broadly as financial development, rather we look at the banking development which is the development of banking sector both commercial and rural banks (Crouzille et al. 2012) . Banking sector supports the economy by the mobilizing of saving which further to finance the business and innovation (Ang 2011 ).
This present focus here is on a particular factor explaining the difference in banking development across regions in Indonesia, which is the level of human development, more specifically the level of financial literacy. It is widely known that the level of financial literacy is strongly correlated with the degree of human development, which could be explained in some ways. First, more educated people do not have difficulties to understand the information related to banking products and services. Second, people with good education should are mostly eager to make use of innovative products and services. Further, it could be argued that financial inclusion could be accelerated when the level of financial literacy is improved (Astuti and Trinugroho 2016) . Subsequently, human development should positively correlate with banking development.
Moreover, this study considers that the impact of human development on banking development could be different between regions having poor and better governance. Poor governance regions are typically associated with unfavorable environment for doing business (Trinugroho et al. 2015) . Although the level of human development could improve the level of financial development, this effect would be lowered in poor governed regions. In the well-governed regions where business climate is favorable and regulation is well enforced, it would improve the confidence of well literate people to engage in the formal financial institutions in both the saving and lending activities.
RESEARCH METHOD Data and Variables
This present study focuses on examining the effect of human development on banking development. Following Trinugroho et al. (2015) , this study adopts a proxy, which is the ratio of credit released by banks based on location to Province's GDP. However, we also add a measure, which is the ratio of deposit based on banks' location to Province's GDP.
It breaks down the level of banking development according the type of banks, which are com-mercial banks, and rural banks. We use panel data of 34 provinces for the period of 2010-2014 resulted in 170 observations in an unbalanced panel.
Data on banking development both for commercial and rural banks including number of bank branches, credit, and deposit are obtained from the Indonesian Banking Statistics published by Bank Indonesia and the Indonesia Financial Service Authority (OJK). Data on Human Development Index for each province, Indonesia Democracy Index (IDI) for each province, GDP for each province, GDP per capita for each province, and population per province are obtained from the Indonesia Statistic Bureau. The data on oil and gas producer province are gathered from Ministry of Energy and Natural Resources.
Our explanatory variable is human development proxied by Human Development Index (HDI). The quality of local government is measured by the democracy index. Arguably, the higher the level of democracy, the better the government runs the region. This study also takes into account some control variables as in Trinugroho et al. (2015) , including few socioeconomics and geographical condition. First, we include a dummy variable to articulate provinces insides Java Island and the provinces outside Java Island. It puts the value of 1 for provinces located outside Java Island and 0 for provinces located inside Java Island. This variable is used to control geographical condition. Indonesia has unique characteristic, where socio-economic condition inside Java Island is more prosperous than the socio-economic condition outside Java Island. Second, it includes a dummy variable where 1 for new provinces and 0 otherwise. Seven new provinces have been established after the institutional reform in 1998. Third, the last dummy variable articulates 1 for provinces which are oil and gas producer and 0 otherwise. The last control variable is the natural logarithm of GDP per capita referring to Gallindo & Micco (2004) .
The definitions of all variables in this study are shown in Table 1 . 
Regression
To test the impact of human development on banking development, this study uses static panel data method. This study could not be able to control for individual fixed effect due to there is a number of variables, which are time-invariant. These are the basic models used in this study: BankingDevi = α0 + α1HDIi + α2Islandsi + α3NewProvincei + α4Oili + α5Lngdpcapii +εi,t.
(1) BankingDevi = α0 + α1HDIi + α2Islandsi + α3NewProvincei + α4Oili + αGovIndex5i + α6HDI*GovIndexi + εi,t.
(2) Table 2 exhibits the descriptive statistics of variables excluding dummy variables, while correlation among variables is presented in Table 3 . The correlation shows that human development index is positively correlated with the ratio of credit to GDP and the ratio of deposits to GDP, which meet our expectation. Table 4 presents the regression results when we did not disentangle the banking development measure between commercial and rural banks. As presented in column 1 and 3 (basic regression model), human development has positive effect on banking development both the ratio of credit to province's GDP and the ratio of deposits to province's GDP. It means that in the provinces with higher human development, the level of banking development is higher as well which is in line with the finding of Trinugroho et al. (2015) . It could be argued that financial literacy which is reflected in the level of human development play important role in explaining the different level of banking inclusion across regions in Indonesia. Without sufficient level of financial literacy, it could be difficult for people to engage in the formal financial institutions (Astuti and Trinugroho 2016) .
DATA ANALYSIS AND DISCUSSION Regression Results
Moreover, the researchers separate the banking development into commercial banks and rural banks. As exhibited in column 1 and 3 of Table 5 , human development is positively associated with the level of credit to province's GDP as well as with the ratio of deposits to province's GDP. Similar results are found when we turn to the rural banks which is presented in Table 6 . Human development is found to have positive effect on credit and deposits of rural banks deflated by the province's GDP.
Turn to the role of the quality of local government, as presented in column 2 and 4 of Table  4 and 5, we find positive coefficient of the interaction between human development and the quality of local government. It means that the stronger effect of human development on banking development, more particular for commercial banks, is found in the provinces with better quality of local government. However, we did not find similar evidence for rural banks. 
CONCLUSION, IMPLICATION, SUGGES-TION, AND LIMITATIONS
The researchers extend the study of Trinugroho et al. (2015) by emphasizing on the effect of human development on banking development. This study also tests whether the effect of human development on banking development would be different depending on the quality of local government. This research uses 34 provincial data collected from Bank Indonesia and the Indonesia Service Authority (OJK) during the period of 2010-2014. This study provides some findings. In general, it could be concluded that human development has positive effect on banking development. To some extent, the quality of local government is found to strengthen the impact of human development on banking development. Improving the level of financial literacy is strongly needed to make unbanked and under banked people be included in the financial access. 
